bearing from the Beeville NDB (latitude
28'22'03" N., longitude 97°47'39" W.) extend-
ing from the 6.5-mile radius to 11.5 miles
southeast of the NDB,
(Sec. 307(a), Federal Aviation Act of 1958
(49 U.S.C. 1348(a); and sec. 6(c), Department
of Transportation Act (49 U.S.C 1655(¢)).)
Note.—The FAA has determined that this
document does not contain a major proposal
requiring preparation of an economic
impact statement under Executive Order
11821, as amended by Executive Order
11949, and OMB Circular A-107.

Issued in Fort Worth, Tex., on July
12, 1978.
PavuL J. BAKER,
Acting Direclor,
Southwest Region.

[FR Doc. 78-20371 Filed 7-21-78; 8:45 am]

[4910-13]
[14 CFR Part 71]

[Airspace Docket No. 78-ASW-28]
TRANSITION AREA
Proposed Dnignuﬁon: Hebbronville, Tex.

AGENCY: Federal Aviation Adminis-
tration (FAA), DOT.

ACTION: Notice of
rulemaking.

SUMMARY: The nature of the action
being taken is to propose designation
of a transition area at Hebbronville,
Tex. The intended effect of the pro-
posed action is to provide controlled
airspace for aircraft executing instru-
ment approach procedures to the Jim
Hogg County Airport. The circum-
stance which created the need for the
action was a requirement to provide
capability for flight under instrument
weather conditions to the airport.

DATES: Comments must be received
by August 23, 1978.

ADDRESSES: Send comments on the
proposal to: Chief, Airspace and Proce-
dures Branch, Air Traffic Division,
Southwest Region, Federal Aviation
Administration, P.O. Box 1689, Fort
Worth, Tex. 76101. The official docket
may be examined at the following lo-
cation: Office of the Regional Counsel,
Southwest Region, Federal Aviation
Administration, 4400 Blue Mound
Road, Fort Worth, Tex. An informal
docket may be examined at the Office
of the Chief, Airspace and Procedures
Branch, Air Traffic Division.

FOR FURTHER INFORMATION
CONTACT:

John A. Jarrell, Airspace and Proce-
dures Branch, ASW-535, Air Traffic
Division, Southwest Region, Federal
Aviation Administration, P.O. Box
1689, Fort Worth, Tex. 76101, tele-
phone 817-624-4911, extension 302,

proposed

PROPOSED RULES

SUPPLEMENTARY INFORMATION:
Subpart G 71.181 (43 FR 440) of FAR
part 71 contains the description of
transition areas designated to provide
controlled airspace for the benefit of
aircraft conducting IFR activity. Des-
ignation of the transition area at
Hebbronville, Tex., will necessitate an
amendment to this subpart.

COMMENTS INVITED

Intersted persons may submit such
written data, views or arugments as
they may desire. Communications
should be submitted in trlpligabe to
Chief, Airspace and Procedures
Branch, Air Traffic Division, South-
west Region, Federal Aviation Admin-
istration, P.O. Box 1689, Fort Worth,
Tex. 76101. All communications re-
ceived within 30 days after publication
of this notice in the FEDERAL REGISTER
will be considered before action is
taken on the proposed amendment. No
public hearing is contemplated at this
time, but arrangements for informal
conferences with Federal Aviation Ad-
ministration officials may be made by
contacting the Chief, Airspace and
Procedures Branch. Any data, views or
arguments presented during such con-
ferences must also be submitied in
writing in accordance with this notice
in order to become part of the record
for consideration. The proposal con-
tained in this notice may be changed
in the light of comments received. All
comments submitted will be available,
both before and after the closing date
for comments, in the Rules Docket for
examination by interested persons.

AvVAILABILITY OF NPRM

Any person may obtain a copy of
this notice of proposed rulemaking
(NPRM) by submitting a request to
the Chief, Airspace and Procedures
Branch, Air Traffic Division, South-
west Region, Federal Aviation Admin-
istration, P.O. Box 1689, Fort Worth,
Tex. 76101, or by calling 817-624-4911,
extension 302. Communications must
identify the notice number of this
NPRM. Persons interested in being
placed on a mailing list for future
NPRMs should contact the office
listed above.

THE PROPOSAL

The FAA is considering an amend-
ment to subpart G of part 71 of the
Federal Aviation Regulations (14 CFR
Part 71) to designate a transition area
at. Hebbronville, Tex.! The FAA be-
lieves this action will enhance IFR op-
erations at the Jim Hogg County Air-
port by providing controlled airspace
for aircraft executing proposed instru-
ment approach procedures using the
newly established nondirectional radio

"Map filed as part of the original docu-
ment,
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beacon (NDB) located on the airport.
Subpart G of part 71 was republished
in the FEDERAL REGISTER on January 3,
1978 (43 FR 440). s

DRAFTING INFORMATION

The principal authors of this docu-
ment are John A. Jarrell, Airspace and
Procedures Branch, and Robert C.
Nelson, Office of the Regional Coun-
sel.

THE PROPOSED AMENDMENT
Accordingly, pursuant to the author-

" ity delegated to me, the FAA proposes

to amend 71.181 of part 71 of the Fed-
eral Aviation Regulations (14 CFR
part 71) as republished (43 FR 440) by
adding the Hebbronville, Tex., transi-
tion area as follows:

HEBBRONVILLE, TEX.

That airspace extending upward from 700

feet above the surface within a 5-mile radius
of Jim Hogg County Airport (lat. 27°20'57"
N., long. 98°44'12" W.), within 3.5 miles each
side of the 326" bearing from the proposed
NDB (lat, 27°21'13” N., long. 98°44'38" W.)
extending from the 5-mile radius to 11.5
miles northwest of the proposed NDB.
(Sec. 307(a), Federal Aviation Act of 1958
(49 U.S.C. 1348(a)); and sec. 6(c), Depart-
ment of Transportation Act (49 US.C.
1655(¢)).) X

Note.—The FAA has determined that this
document does not contain a major proposal
requiring preparation of an economic
impact statement under Executive Order
11821, as amended by Executive Order
11949, and OMB Circular A-107.

Issued in Fort Worth, Tex., on July
11, 1978.
PavuL J. BAKER,
Director,
Southwest Region.
[FR Doc. 78-20375 Filed 7-21-78; 8:45 am]

[4910-13]
[14 CFR Part 71]

[Airspace Docket No. 78-RM-17]
DENVER TERMINAL CONTROL AREA

Proposed Alteration

AGENCY: Federal Aviation Adminis-
fration (FAA), DOT.

ACTION: Notice of
rulemaking.

SUMMARY: This amendment pro-
poses to alter the Denver Terminal
Control Area (TCA). The amendment
is necessary because of the relocation
of the Denver VOR on November 2,
1978. The present terminal control
area utilizes the Denver VOR to de-
scribe boundaries of the terminal con-
trol area and the amendment will uti-
lize the new Denver VOR to describe
boundaries.

proposed
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DATE: Comments must be received on
or before August 21, 1978,

ADDRESS: Send comments on the
proposal to: Chief, Air Traffic Divi-
sion, Attention: ARM-500, Federal
Aviation Administration, 10455 East
25th Avenue, Aurora, Colo. 80010. A
public docket will be available for ex-
amination by interested persons in the
office of the Regional Counsel, Feder-
al Aviation Administration, 10455 East
25th Avenue, Aurora, Colo. 80010.

FOR FURTHER INFORMATION
CONTACT:

Mr. Joseph T. Taber, Airspace Spe-
cialist, Operations, Procedures and
Airspace Branch (ARM-537), Air
Traffic Division, Federal Aviation
Administration, Rocky Mountain
Region, 10455 East 25th Avenue,
Aurora, Colo. 80010, telephone 303-
837-39317.

SUPPLEMENTARY INFORMATION:
COMMENTS INVITED

Interested persons may participate
in the proposed rulemaking by submit-
ting such written data, views, or argu-
ments as they may desire. Communi-
cations should be submitted in tripli-
cate to the Chief, Air Traffic Division,
Federal Aviation Administration,
10455 East 25th Avenue, Aurora, Colo.
80010. All communications received
will be considered before action is
taken on the proposed amendment. No
public hearing is contemplated at this
time, but arrangements for informal
conferences with Federal Aviation Ad-
ministration officials may be made by
contacting the Regional Air Traffic
Division Chief. Any data, views, or ar-
guments presented during such con-
ferences must also be submitted in
writing in accordance with this notice
in order to become part of the record
for consideration. The proposal con-
tained in this notice may be changed
in the light of comments received.

AVAILABILITY OF NPRM

Any person may obtain a copy of
this notice of proposed rulemaking
(NPRM) by submitting a request to
the Federal Aviation Administration,
Office of Public Affairs, Attention:
Public Information Center, APA-430,
800 Independence Avenue SW., Wash-
ington, D.C. 20591, or by calling 202-
426-8058. Communications must iden-
tify the notice number of this NPRM.
Persons interested in being placed on a
mailing list for future NPRM's should
also request a copy of Advisory Circu-
lar No. 11-2 which describes the appli-
cation procedure.

THE PROPOSAL

The Federal Aviation Administra-
tion is considering an amendment to
subpart K of part 71 of the Federal

-

PROPOSED RULES

Aviation Regulations (14 CFR Part 71)
to alter the terminal control area
(TCA) at Denver, Colo. The present
terminal control area is based in part
on the Denver VOR which is sched-
uled to be relocated on November. 2,
1978 making the present terminal con-
trol area incorrect. It is proposed to
amend the terminal control area utiliz-
ing the new Denver VOR and altering
some boundaries and floors to increase
the effectiveness of the terminal con-
trol area for all users. Additionally,
some floor. changes allow for
transiting the area without penetrat-
ing the terminal control area. Accord-
ingly, the Federal Aviation Adminis-
tration proposes to amend subpart K
of part 71 of the Federal Aviation Reg-
ulations (14 CFR Part 71) as follows:

By amending 71.401 so as to alter the fol-
lowing terminal control area to read:

DENVER, COLO.

Denver, Colo., terminal control area, pri-
mary airport, Denver Stapleton Internation-
al Airport (lat. 39°45'55" N., long, 104°52'46"
W.) Denver VORTAC (lat, 39°48'02.12” N.,
long. 104°53'12.26”" W.). Denver—Stapleton
International distance measuring equip-
ment (DME) antenna, (lat. 39°45'51" N,
Long. 104°53'54" W.).

BOUNDARIES

Area A: That airspace extending upward
from the surface to and including 11,000
feet MSL beginning at a point 10 miles
north of the Stapleton International DME
antenna and 1.5 miles west of the Denver
VORTAC 004" radial; thence cw along the
10 mile radius arc of the Stapleton Interna-
tional DME antenna to and south parallel
2.5 miles east of the Denver VORTAC 004°
radial, to and cw along the 7-mile radius
area of the Stapleton International DME
antenna to and west along Colfax Avenue to
and south parallel 3.5 miles east of the
Denver VORTAC 184" radial to and cw
along the 7-mile radius arc of the Stapleton
International DME antenna to and north
parallel 3.5 miles west of the Denver
VORTAC 184° radial to and west parallel 5
miles south of the Denver VORTAC 273°
radial to and cw along the 7-mile radius of
the Stapleton International DME antenna
to and north parallel 1.5 miles west of the
Denver VORTAC 004° radial to point of be-
ginning excluding prohibited area P26.

Area B: That airspace extending upward
from 7,000 feet MSL to and including 11,000
feet MSL bounded on the north by the 16-
mile point of the Stapleton International
DME antenna and 3.5 miles west of the
Denver VORTAC 004" radial, thence cw
along the 16-mile radius arc of the
Stapleton International DME antenna to
and south parallel 4 miles east of the
Denver VORTAC 004° radial to and cw
along the 10-mile radius arc of the
Stapleton International DME antenna to
and east parallel 1.5 miles north of the
Denver VORTAC 093° radial to and cw
along the 16-mile radius arc of the
Stapleton International DME antenna to
and west along Colfax Avenue to and cw
along the 10-mile radius arc of the
Stapleton International DME antenna to
and north parallel 3.5 miles west of the

Denver VORTAC 004" radial to point of be.
ginning excluding areas A and C.

Area C: That airspace extending upward
from 7,500 feet MSL to and Including 11,000
feet MSL bounded on the north by Colfax
Avenue, on the east by the 16-mile radius
arc of the Stapleton International DME an-
tenna on the west by area A and a line par.
allel 3.5 miles west of the Denver VORTAC
184" radial to and east along a line 8.5 miles
south and parallel of the extended
centerline of runway 26L/8R Stapleton In-
ternational Airport to and southeast bound
along the 162' radial of the Denver
VORTAC to the 16-mile radius arc of the
Stapleton International DME antenna.

Area D: That airspace extending upward
from 8,000 feet MSL to and including 11,000
feet MSL within a 16-mile radius of the
Stapleton International DME antenna
bounded on the west by 105°11'00* W. and
that airspace east of Denver between the 18-
mile and 20-mile radius circles centered on
the Stapleton International DME antenna
bounded on the north by Interstate 70 and
on the west by the 162° radial of the Denver
VORTAC excluding areas A, Band C,

Area E: That airspace extending upward
from 9,000 feet MSL to and including 11,000
feet MSL between the 16-mile and 20-mile
radius circles centered on the Stapleton In-
ternational DME antenna bounded on the
north by a line 1.5 miles north of the
Denver VORTAC 093" radial and on the
south by Interstate 70 and that airspace
north of Denver bounded on the west by a
line 3.5 miles west of the Denver VORTAC
004° radial and on the east by a line 4 miles
east of the Denver VORTAC 004" radial.

Area F: That airspace extending upward
from 10,000 feet MSL to and including
11,000 feet MSL between the 16-mile and 20-
mile radius circles centered on the
Stapleton International DME antenna ex-
cluding areas D and E and that area west of
105°11°00” W. and northwest of a line 12
miles west of the Denver VORTAC 004
radial between the 16-mile and 20-mile
radius ares of the Stapleton International
DME antenna.

DRAFTING INFORMATION

The principal authors of this docu-
ment are Mr. Joseph T. Taber, Air
Traffic Division, and Mr. Daniel J.
Peterson, Office of the Regional coun-
sel, Rocky Mountain region.
(Section 307(a) of the Federal Aviation Act
of 1958, as amended, (49 U.S.C. 1348(a)), and

of section 6(¢) of the Department of Trans-
portation Act (49 U.S.C. 1655(¢)).)

NoteE.—The Federal Aviation Administra-
tion has determined that this document
does not contain a major propsal requiring
preparation of an economic impact state-
ment under Executive Order 11821 and
OMB Circular A-107.

Issued in Aurora, Colo. on July 12,
1978.
M. M. MARTIN,
Director,
Rocky Mountain Region.
[FR Doc. 78-20374 Filed 7-21-78; 8:45 am)
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[1505-01]
CIVIL AERONAUTICS BOARD

[SPDR-65; dated: July 7, 19781
{14 CFR Parts 371, 372a, 373, 378, 378a]

ADVANCE BOOKING CHARTERS; TRAVEL
GROUP CHARTERS BY DIRECT AIR CARRIERS
AND STUDY GROUP CHARTERERS, INCLU-
SIVE TOUR CHARTERS; ONE-STOP-INCLU-
SIVE TOUR CHARTERS

Notice of Proposed Rulemaking to Permit Air
Taxi Operators and Commuter Air Carriers
to Operate Special Regulation Charters

Correction

In FR Doc. 78-19497 appearing on
page 30295 in the issue of Friday, July
14, 1978, on page 30297 in § 378a.42
Tariffs to be on file for charter trivs.,
the 3d line should read, “unless it
shall have on file with * * *”,

[8010-01]

SECURITIES AND EXCHANGE
COMMISSION

[17 CFR Parts 240, 249]
[Release No. 34-14970; File No. 87-747]

SHAREHOLDER COMMUNICATIONS,
SHAREHOLDER PARTICIPATION IN
THE CORPORATE  ELECTORAL
PROCESS AND CORPORATE GOV-
ERNANCE GENERALLY

AGENCY: Securities and Exchange
Commission.

ACTION: Proposed amendments to
rules and forms.

SUMMARY: The Commission is pro-
posing for comment rule, form and
schedule amendments intended to pro-
vide investors with information rele-
vant to an informed assessment of the
effectiveness of registrants’ boards of
directors, the terms of settlements of
proxy contests, and the voting policies
and procedures of institutions subject
to the Commission’s proxy rules which
exercise voting rights with respect to
equity securities held for their own ac-
counts or for the accounts of others.
Additionally, the Commission requests
comments on a proposed rule which
would afford shareholder-proponents
an opportunity to review management
statements in opposition to sharehold-
er proposals prior to the mailing of is-
suers’ proxy soliciting materials.

DATE: Comments must be received on
or before September 18, 1978.

ADDRESS: All comments should be
directed in triplicate to George A.
Fitzsimmons, Secretary, Securities and
Exchange Commission, Washington,
D.C. 20549,

PROPOSED RULES

FOR FURTHER INFORMATION
CONTACT:

Barbara L. Leventhal, Richard B.
Nesson or Jennifer A. Sullivan, Divi-
sion of Corporation Finance, Securi-
ties and Exchange Commission,
Washington, D.C. 20549 202-755-
1750, 755-1754 or 376-8090.

SUPPLEMENTARY INFORMATION:
The SEC today published for com-
ment proposed amendments to Regu-
lation 14A (17 CFR 240.14a-1 et seq.)
and schedule 14A (17 CFR 240.14a-
101) under the Securities Exchange
Act of 1934 [15 U.S.C. 78a, et seq., as
amended by Pub. L. No. 94-29 (June 4,
1975)]1, as well as related amendments
to forms 8-K (17 CFR 249.308) and 10-
Q (17 CFR 249.308a) thereunder, The
proposals are designed to increase the
information available to investors re-
garding (1) the structure, composition
and functioning of issuers’ boards of
directors; (2) resignations of directors;
(3) attendance at board and committee
meetings; (4) the voting policies and
procedures of certain institutions sub-
ject to the Commission’s proxy rules
which exercise voting rights with re-
spect to equity securities held for their
own accounts or for the accounts of
others; and (5) the terms of settlement
of proxy contests. The Commission
also has requested comments on a rule
proposal which, if adopted, would
enable shareholder-proponents to
review management statements in op-
position to shareholder proposals prior
to the mailing of issuers’' proxy solicit-
ing materials. These proposals repre-
sent the first stage of the Commis-
sion’s response to issues which have
been raised in connection with its on-
going re-examination of rules relating
to shareholder communications, share-

holder participation in the corporate-

electoral process and corporate gover-
nance generally.

I. BACKGROUND

In Securities Exchange Act Release
No. 13482 (April 28, 1977), 42 FR 23901
(May 11, 1977), the Commission an-
nounced its intention to conduct a
broad re-examination of its rules relat-
ing to shareholder communications,
shareholder participation in the corpo-
rate electoral process and corporate
governance generally. The release in-
dicated that the decision to undertake
the study was based, in part, on the
fact that recent events, such as the
numerous corporate disclosures con-
cerning questionable and illegal pay-
ments, had served to focus public at-
tention on the subject of corporate ac-
countability, and raised questions
about the adequacy of existing checks
on corporate management. These
events underscored the concerns ex-
pressed many years ago by Berle and
Means, and more recently by numer-
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ous observers,' that directors who are
chosen by management do not effec-
tively monitor management conduct,
and furthermore, since elections of di-
rectors are most often mere ratifica-
tions of management slates, directors
are not answerable to shareholders
through the corporate electoral proc-
ess.

Preparatory to holding public hear-
ings, written comments were solicited
on a number of questions relating to
(1) the adequacy of existing avenues
of communication between sharehold-
ers and corporations, and, particularly,
whether shareholders should be pro-
vided with more information than is
now available with respect to socially
significant matters affecting their cor-
porations; (2) whether rule 14a-8, re-
garding shareholder proposals, should
be amended to further facilitate the
presentation of shareholder views and
concerns in the corporate proxy mate-
rials; (3) the role of shareholders in
the corporate electoral process, and
whether the Commission should
amend its proxy rules to provide
shareholders access to corporate proxy
materials for the purpose of nominat-
ing persons of their choice to serve on
boards of directors; and (4) whether
additional disclosure relevant to an as-
sessment of the quality and integrity
of management should be required.
The Commission also raised general
inquiries concerning the need for Fed-
eral minimum standards or Federal
chartering legislation, the role of the
self-regulatory organizations in im-
proving corporate governance, and the
costs and benefits associated with var-
ious regulatory approaches.

On August 29, 1977, the Commission
published a second release * announc-
ing the schedule for public hearings,
and setting forth a restatement of the
issues to be considered based on the
public comments which had already
been received. The release stressed:

While the proxy solicitation process is
indeed a central focus of the present inquiry
it is clear that the issues being studied tran-
scend the proxy rules in significance, and in-
clude the broader and more fundamental
question of how corporations can best be
made more responsive to their shareholders
and the public at large.?

The public hearings commenced in
Washington on September 29, 1977,
and continued for 5% weeks, with ses-
sions held in Los Angeles, New York

'A. Berle and G. Means, “The Modern
Corporation and Private Property' (1932);
See, e.g., Schwartz, “A Case For Federal
Chartering of Corporations,” 31 Bus. Law.
1125 (1976); Moscow, "“The Independent Di-
rector,” 28 Bus. Law. 9 (1972); Eisenberg,
“Access to the Corporate Proxy Machin-
ery,” 83 Harv. L. Rev. 1489 (1970).

2Securities Exchange Act Release No.
13901 (August 29, 1977), 42 FR 44860 (Sept.
7, 1977,

*Id. at 4.
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and Chicago. In total, more than 300
persons and organizations including
corporations, business associations,
government officials, public interest
and religious groups, law firms, bar as-
sociations, financial analysts, academ-
ics, accountants, and individuals sub-
mitted written comments or testified
during the proceedings. These persons
expressed a multitude of views on a
large number of issues ranging from
narrow technical questions arising
under existing proxy rules to broad
philosophical inquiries concerning
means by which corporations can be
made more responsive to shareholders
and the public at large.*

Despite the diversity of opinion ex-
pressed with respect to the scope of
existing problems in corporate gover-
nance and corporate accountability
and the means by which reform could
best be achieved, there was general
agreemeni among a majority of com-
mentators that a strong board of di-
rectors, which is able to exercise inde-
pendent judgment, is a key element in
accountability, Various methods of
strengthening the independence of
corporate boards were suggested, In-
cluding voluntary action by corpora-
tions to nominate more outside direc-
tors to serve on their boards and to es-
tablish strong committee systems, the
creation of expanded opportunities for
meaningful shareholder participation
in the corporate electroal process, and
the adoption by the Commission and/
or the self-regulatory organizations of
new disclosure and substantive re-
guirements relating to the structure,
composition, and functions of corpo-
rate boards. A number of commenta-
tors also expressed their support for
the enactment by Congress of legisla-
tion which wounld mandate certain
changes in board composition, respon-
sibilities, and operations.

Similarly, although conflicting views
were expressed concerning the proper
role of the Commission in improving
corporate governance, commentators
voiced substantial support for the pro-
mulgation of disclosure requirements
by the Commission which are designed
to provide investors with information
related to matters affecting corporate
governance and to stimulate the adop-

‘In order to facilitate further considera-
tion of these issues by interested members
of the public, the Commission has deter-
mined to make availabie on written request
a copy of a staff prepared summary of com-
ments and testimony submitted in the
course of this proceeding. The summary,
which will be available by July 25, 1978, can
be obtained by writing to SEC Publications,
500 North Capitol Street, Washington, D.C.
20509, It should be noted, however, thal the
actual written submissions and oral testimo-
ny received in this proceeding, and not the
summaries and future analyses thereof, will
form the basis for the Commission's consid-
eration of any final rules designed to revise
or amend the proxy rules.

PROPOSED RULES

tion by registrants of improved gover-
nance mechanisms.

Based on its review of the record in
this proceeding, and in light of the sig-
nificance, complexity, volume, and va-
riety of issues under consideration, the
Commission has determined to address
the issues which have been raised in
stages. Stage one, consisting of the
publication of the rulemaking propos-
als contained herein, is intended pri-
marily to provide investors with ex-
panded information on certain mat-
ters, including the structure, composi-
tion, and functioning of registrants’
boards of directors and the voting poli-
cies and procedures of institutions sub-
ject to the Commission’s proxy rules
which exercise voting power with re-
spect to equity securities held for their
own accounts or for the accounts of
others.

Stage two, the publication of a com-
prehensive staff report, will address
some of the more complex questions
which have been raised in this pro-
ceeding relating to corporate gover-
nance and the means by which corpo-
rations can best account to sharehold-
ers and the public. As presently con-
templated, the report will endeavor to
discuss such issues as existing checks
on corporate conduct, available share-
holder remedies, the role of the board
of directors and the need for structur-
al board reforms and clarification of
directors' responsibilities, and the re-
spective roles of the private sector,
shareholders, the Commission, the
self-regulatory organizations and Con-
gress in corporate accountability.

Following publication of the staff
report, the Commission will consider
as the third stage of this proceeding
what further action, if any, is appro-
priate with respect to shareholder
communications and shareholder par-
ticipation in the corporate electoral
process generally and will determine
whether to publish additional
rulemaking proposals and to recom-
mend to Congress or support new leg-
islation which would affect corporate
governance,

I1. ProroSED RULES

A. Rules which would require in-
creased disclosure concerning thé
structure, composition and functions
of Corporate Boards of Directors

In Securities Exchange Act Release

Nos. 13482 and 13901 (April 28, 1977
and August 29, 1977), the Commission
requested public comments and testi-
mony on the advisability of developing
a number of new disclosure require-
ments applicable to proxy statements.
The contemplated disclosure items
were directed primarily at providing
shareholders with information about
the structure, composition and fune-
tions of corporate boards of directors.
Among the issues raised were the de-

sirability of disclosing the existence,
responsibilities and composition of
nominating and other key standing
committees of the board; the need for
expanded information about business
and/or personal relationships between
any nominee or his affiliates and the
issuer or its officers and directors;
whether information about the time
devoted to corporate affairs and issues
dealt with by incumbents in the previ-
ous fiscal year would be meaningful;
the usefulness of information relating
to director resignations and/or deci-
sions not to stand for re-election; the
extent to which information relating
to other board memberships and cer-
tain outside activities would reflect po-
tential conflicts of interest or give a
meaningful indication of the time
available for services to the issuer; and
whether disclosure requirements relat-
ing to management remuneration
should be amended to call for more de-
tailed and comprehensive information
than is currently available.® While re-
action to the various disclosure pro-
posals was mixed, as noted above, the
vast majority of commentators who
addressed these gquestions expressed
support for the development of im-
proved disclosure requirements.

The Commission has determined to
publish for comment several rule pro-
posals similar to those described
above.® The Commisson believes that
the publication of these proposals,
which are intended to facilitate in-
formed voting decisions by providing
shareholders with information materi-
al to an assessment of the guality and
effectiveness of corporate boards of di-

*Proposed amendments to disclosure re-
quirements relating to management remu-
neration will be the subject of a separate re-
lease and are not discussed herein.

*A number of similar revisions to Sched-
ule 14A had been published for comment
prior to the institution of the proxy rule re-
examination. These proposed amendments
to Schedule 14A would require information
regarding the background of directors and
nominees, including memberships on any
committee of the board of directors, all di-
rectorships of any other reporting company,
the nature of any family relationships with
any other director or nominee and a descrip-
tion of any of certain specified events which
have occurred during the past 5 years, Secu-
rities Act Release No. 5758 (Nov. 2, 1976) 41

_FR 49493 (Nov. 8, 19786).

Final action on these proposals was de-
ferred pending analysis of the record com-
piled in the instant proceeding. The propos-
als published today supersede, in some re-
spects, those published in Securities Act Re-
lease No. 5758 (Nov. 2, 1976). Specifically,
the proposal concerning committee informa-
tion is superseded by new item 6(d) pro-
posed herein and the proposed amendment
to-elicit. information regarding family rela-
tionships is superseded by proposed item
6(a)(6). The balance of the proposals con-
tained in Securities Act Release No. 5758,
supra, will be the subject of & separate re-
lease in the near future.
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rectors, is an appropriate exercise of
its rulemaking authority pursuant to
section 14(a) of the Securities Ex-
change Act. Additionally, it is the view
of the Commission that the disclosure
requirements proposed herein would
be conducive to the development of
improved accountability mechanisms
by issuers to whom the requirements
would apply. The Commission agrees
with those commentators who stressed
the importance of a board of directors
that acts as an independent force in
corporate affairs, and it believes that
the proposals described below would
be consistent with the evolution of
stronger, more independent boards of
directors, better equipped to discharge
their fiduciary obligations and to rep-
resent the interests of the sharehold-
ers who elect them.

1. DISCLOSURE OF BOARD COMPOSITION—
PROPOSED ITEM—ITEM 6(A)(6)

In the Commission’s view, the inter-
ests of shareholders are best served by
a board of directors which is able to
exercise independent judgment, ask
probing questions of management, and
bring to the company a broader per-
spective than that of management.
This view is reflected in settlements
which have been negotiated in a
number of enforcement actions which
the Commission has brought,” in the
audit committee policy of the New
York Stock Exchange,® and in the con-
clusions expressed in various private
sector studies of the subject of corpo-
rate governance.® It is also evidenced
by the voluntary action taken by
many publicly held corporations in
recent years to include on their boards
persons with diverse backgrounds who
are not affiliated with management.

While the Commission recognizes
that the presence on the board of all
or a majority of independent directors
will not, in every case, assure the exer-
cise of independent judgment by the
board " and that, conversely, boards
which include affiliated or manage-
ment directors in most instances dis-
charge their obligations in a conscien-
tious manner, it believes that board
composition is sufficiently important
that shareholders whose proxies are
solicited with respect to an election of

"“SEC v. Brad Ragan, Inc.” (W.D. N.C.,
Dec. 2, 1976) (Consent) (LR-7681, Dec. 2,
1876), “SEC v. Eastern Freight Ways, Inc.”
(D.D.C., Nov. 19, 1975) (Consent) (LR-T171,
Nov. 21, 1975), “SEC v. Emersons, Ltd.”
(D.D.C., May 11, 1976) (Consent) (LR-7392,
May 11, 1976).

‘See CCH NYSE Guide at paragraph
2495H.

‘See, e.g, Subcommittee on Functions
and Responsibilities of Directors, American
Bar  Association, Corporate Directors
Guidebook, 33 Bus. Law. 1620 (1978);

“Cf, “In the Matter of National Tele-
phone Company, Inc." Securities Exchange
Act Release No. 14380 (January 16, 1978).
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directors should be provided with in-
formation concerning the affiliation of
board members and nominees with
management. Under existing schedule
14A, relating to the content of proxy
statements, certain limited informa-
tion about the affiliations of nominees
is required to be disclosed. Item
6(a)(2), for instance, requires disclo-
sure of the principal occupation of the
nominee and therefore would elicit in-
formation, where applicable, that a
nominee is employed by the issuer; Ad-
ditionally, item 7(f) requires disclosure
of certain corporate transactions in
which a nominee for election as a di-
rector has a material interest. The
Commission believes that additional
information regarding the affiliations
of nominees may be useful to investors
in assessing directors’ independence
from management.

Based on the foregoing, the Commis-
sion” has determined to publish for
comment proposed item 6(a)(6). As
proposed, the item would require issu-
ers, other than registered investment
companies, to identify each nominee
and each director whose term of office
as a director will continue after the
annual meeting as either a “manage-
ment director,” an “affiliated non-
management director,” or an “inde-
pendent director,” as these terms are
defined in instructions to the item.
The item would also require, with re-
spect to an *“affiliated non- manage-
ment director,” a brief description of
the relationship by reason of which
the nominee is deemed to be “affili-
ated” under the item. The included
definitions are provided solely for the
purpose of complying with item
6(a)(6) and should not be confused
with other similar terms appearing
elsewhere in the Federal securities
laws. They are intended to distinguish
between outside directors who are
completely unaffiliated with the issuer
and those who have certain business
or personal relationships with the
issuer, In this regard, it should be
noted that the Corporate Directors
Guidebook *' prepared by the Ameri-
can Bar Association employs the terms
“unaffiliated non-management direc-
tor” and “affiliated non-management
director” to express this distinction.
Comments are specifically requested
with respect to the terminology which
most clearly expresses this concept.

The instructions to the item contain
definitions of the three terms. Para-
graph (1) defines the term “manage-
ment director’” as any person who is
an officer or employee of the issuer or
any of its parents, subsidiaries or
other affiliates.'? Paragraph (2) of the

""See Corporate Directors Guidebook,
supra, 33 Bus, Law. 1620 (1978).

2 An “affiliate” of a specified person is de-
fined as “a person that directly or indirectly
through one or more intermediaries, con-
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instructions defines the term “affili-
ated nonmanagement director” as a
person having any of the following
business or personal relationships with
the issuer or its management:

(1) Under paragraph (2)i), any
person who has been within the last 5
years an officer or employee of the
corporation or any of its parents, sub-
sidiaries or affiliates;

(2) Under paragraph (2)(ii), any
person who has certain defined family
relationships by blood, marriage, or
adoption to an officer of the corpora-
tion, its parents, subsidiaries or affili-
ates;

(3) Under paragraph (2)(iii), any
person who is or has within the last 2
years been an officer, director, em-
ployee or owner of an interest in
excess of 1 percent of the equity of an
entity with certain defined significant
business relationships with the issuer.
Subparagraphs (4), (B), (D), and (E)
refer to an entity which has been,
within the last year, or is proposed to
be, within the next year, a significant
customer of or supplier to the issuer.
For purposes of these subparagraphs,
the standard of significance for the
amount of business done, or to be
done, between the entity and the
issuer is the lesser of 1 percent of
gross revenues for the last fiscal year
or $1,000,000, Reference is made in the
instructions to payments which are
“proposed’” during the next fiscal
year. Payments which are “proposed”
to be made would include payments
which are the subject of a formal
agreement or are reasonably expected
to be made pursuant to any under-
standing or course of conduct between
the issuer and the other entity.
Subparagraph (C) would include a sig-
nificant creditor of the issuer; .

(4) Under paragraph (2)(iv), any
person who has received within the
last year or is proposed to receive
within the next year more than
$25,000 from the issuer;

(5) Under paragraph (2)v), any
person having a material interest in a
transaction which the issuer is re-
quired to disclose under item T7(f) of
schedule 14A;

(6) Under paragraph (2)(vi), any
person who is a member or employee
of, or is associated with, a law firm
which is proposed to be, or within the
last 2 years has been, retained by the
corporation. This paragraph would in-
clude any partner or owner of an
equity interest in the firm as well as
associates,. other employees, and any
person who is of counsel to the firm;

(7) Under paragraph (2)(vii), any di-
rector, officer, or employee of an in-
vestment banking firm which is pro-

trols, or is controlled by, or is under
common control with, the person specified.”
Securities Exchange Act Rule 12b-2, 17
CFR 240.12b-2.
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posed to perform, or in the last 2 years
has performed, services for the corpo-
ration; and

(8) Under paragraph (2Xviii), a con-
trol person (as defined in rule 12b-2,
CFR 240.12b-2) of the issuer other
than as a director of the issuer.

The term “independent director” as
defined in paragraph (3) of the
instructions refers to any person who
is neither a “management director"”
nor an “affiliated nonmanagement di-
rector.” Paragraph (4) of the instruc-
tions makes clear, however, that there
may be relationships between the
nominee and the issuer and its man-
agement which, though not described
under paragraph (2), are such that
they could be viewed as interfering
with such nominee’s exercise of inde-
pendent judgment, and that to refer
to such nominee as an “independent
director” would be inappropriate.

Proposed item 6(a)(6)(ii) would be
applicable to investment companies
registered under the Investment Com-
pany Act of 1940 and would require
that such companies identify which
nominees and other persons whose
term of office as a director will contin-
ue after the annual meeting are “in-
terested persons” as the term is de-
fined in that act. This item would aiso
require, with respect to any person so
identified, a brief description of the re-
lationship by reason of which the
person is deemed to be an “interested
person-n

2, PROPOSED ITEM &(D)—DISCLOSURE
RELATING 70 COMMITTEES OF THE BOARD

Proposed item 6(d)* would require
disclosure of whether or not the issuer
has a standing audit, nominating and
compensation committee of the board
of directors, Issuers who disclose the
existence of a nominating commitiee
also would be required to state wheth-
er that committee will consider nomi-
nees recommended by shareholders
and, if so, describe the procedures to
be followed by shareholders in submit-
ting recommendations. With respect
to all three committees, the issuer
would be required to state the number
of committee meetings held by each
such commitiee since the date of the
most recent annual meeting of share-
holders.'* Identify the committee

2 A proposed amendment to schedule 144,
also designated item 6(d), which would have
required disclosure concerning the existence
of a corporate code of conduct was pub-
lished for comment (n Securities Exchange
Act Release No. 13185 (Jan. 19, 1977), 46 FR
4854 (Jan. 26, 1977). If the amendments pro-
posed therein are adopted, their designation
will be coordinated with the instanl propos-
al, if such proposal is adopted.

YA pnumber of similar proposed amend-
ments to schedule 14A were published for
comment prior to the institution of the
Commission’s reexamination of the proxy
rules. As noted above, one of these propos-
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members and indicate whether they
are “management,” *affiliated non
management” or “independent” direc-
tors as those terms are defined in
instructions: to item 6(a)8). In this
regard, the Commission believes that
it is desirable that these three stand-
ing committees, which have responsi-
bilities in areas where disinterested
oversight is nost needed, normally be
composed entirely of persons inde-
pendent of management.* While the
Commission believes that management
and persons &ffiliated with manage-
ment have wvaluable expertise and
knowledge, it is believed that their
input can be effectively provided or
obtained in a variety of ways that do
not necessitate actual committee mem-
bership.

The Commission believes that devel-
opment of stronger committee systems
will enable boards of directors to
better serve corporations in an over-
sight capacity. The Commission en-
dorsed the concept of audit commit-
tees as early as 1840 and published a
release recommending the establish-
ment of a commitiee composed of
nonofficer members of the board of di-
rectors who would be responsible for
nominating and arranging the details
of the auditor’s engagement.'™ Since
then, the Commission has issued a
number of releases concerning audit
committees including, in 1974, an
amendment to the proxy rules requir-
ing disclosure of the existence and
composition of audit committees.'®
Other entities and professional organi-
zations also have supported the estab-
lishment of audit committees and on
March 9, 1977, the New York Stock
Exchange amended its listing require-
ments to provide that every listed
company must, before June 30, 1978,
establish an audit committee com-
prised solely of nonmanagement direc-
tors." Concerns with functions and re-
sponsibilities of audit committees have
become ever greater as a result of the
recent enactment of the Foreign Cor-
rupt Practices Act of 1977.%%

Similarly, the Commission believes
that information relating to nominat-
ing committees would be important to
shareholders because &8 nominating
commitiee can, over time, have a sig-
nificant impact on the composition of

als, which would have amended item 6 of
schedule 14A Lo require disclosure concern-
ing memberships on commiltees of the
board, is superseded by proposed item 8(d),
See notes 6, infra.

* Commission Karmel disagrees with this
statement.,

s Accounting Series Release No. 19 (Dec.
5, 1940).

W Accounting Series Release No. 165 (Dec.
20, 1974).

“See, CCH NYSE Gulide at paragraph
2495H.

“Pub., L. No. 95-213, Tit. I, § 102-103
(Dec. 18, 1977).

-

the board and aiso can improve the di-
rector selection process by increasing
the range of candidates under consid-
eration and intensifying the scrutiny
given to their gualifications. Addition-
ally, the Committee believes that the
institution of nominating committees
can represent a significant step in in-
creasing shareholder participation in
the coporate elecioral process, a sub-
ject which the Commission will consid-
er further in connection with-its con-
tinuing proxy rule reexamination.

Finally, the Commission believes
that disclosure concerning an issuer’s
compensation committee and its com-
position would permit Investors to
better assess the process by which
management and director compensa-
tion is determined. Although the Com-
mission is aware that compensation
committees are less prevalent than
audit commitiees, and that their roles
are still evolving, it is the Commis-
sion’s view, based on its administrative
experience, that management compen-
sation is a matter of significant con-
cern to investors. In light of the gener-
ally acknowledged importance of these
three commitiees the Commission be-
lieves that disclosure concerning the
composifion of, and number of meet-
ings held by, an issuer’s audit, nomi-
nating and compensation committee,
as contemplated in proposed item 8(d),
would provide meaningful information
to investors.®

Aithough proposed item 86(d) does
not specifically require issuers fo dis-
cuss the functions of the commitiees
as to which disclosure is required, a
note to the item indicates that a state-
ment that the issuer has an audit,
nominating or compensation commit-
tee connotes that it has a committee
that performs the functions customar-
ily performed by such a committee.
Customary functions for audit, nomi-
nating and compensation committees
are set forth in the note. With respect
to audit committees, the functions cus-
tomarily performed would include en-
gaging and discharging the independ-
ent auditors (or recommending such
actions), directing and supervising spe-
cial investigations, reviewing with the
independent auditors the plan and re-
sults of the auditing engagement, re-
viewing the scope and results of the is-
suer’s procedures for internal auditing,
approving each professional service
provided by the independent auditors
prior to the performance of such serv-
ice, reviewing the independence of the
of the independent auditors, consider-
ing the range of audit and non-audit

*The Commission’s Report of Investiga-
tion regarding the activities of the outside
directors of National Telephone Co., Inc.
underscores the need for disclosure of infor-
mation which Is relevant to an assessment
of the adequacy of a company’s committee
system. Securities Exchange Act Release
No. 14380, supra.
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fees, and reviewing the adequacy of
the Issuer’s system of intermal ac-
counting controls.® With respect to
nominating committees, customary
functions would include selecting (or
recommending to the full beard) nomi-
nees for election as directors and con-
sideration of the performance of in-
cumbent directors in determining
whether to nominate them for
reelection. The customary functions of
compensation committees would in-
clude approval (or recommendation to
the full board) of the remuneration
arrangements for senior management
and directors, adoption of compensa-
tion plans in which officers and direc-
tors are eligible to participate and
granting of options or ether benefits
under any such plans, Finally, the
note states that if the issuer has an
audit, nominating or compensation
committee which does not perform the
functions customarily performed by
such committees, it should so state

“The Commission recognizes that the
concept of an audit committee, its charac-
teristies, and the functions it cught to per-
form are currently developing In an evolu-
tionary manner. Accordingly, the note sets
forth some, but not a1l of the functions that
he Commission believes should be assumed
by an effective audit committee. In its July
5, 1878 “Report to Congress on the Account-
ing Profession and the Commission’s Over-
sight Role,” the Commission stressed the
vital importance of an Independent audit
committee to the proper functioning of the
corporation and set forth the following
functions which it believes an effective
audit committee should be performing: (a)
engaging and discharging auditors; (b) re-
viewing the engagement of the auditors, in-
cluding the fee, scope and timing of the
audit and any other services rendered; (¢)
reviewing with the auditors and manage-
ment 4 company’s policies and procedures
with respeet to internal auditing, account-
ing and finencial controls; (d) reviewing
with the independent auditors, upon com-
pletion of their audit, their report or opin-
lon, their perception of the company's fi-
nancial and accounting personnel, the coop-
eration they received during the audit, the
extent to which company resources were
and should be used to minimize the time
spent on the audit, any significant transac-
tions which are not a normal part of the
company’s business, any change in account-
ing principles and practices, all significant
proposed adjustments and any recommen-
dations they may have for improving inter-
nal accounting controls, cholce of account-
ing principles, or management systems: (e)
inquiring concerning deviations from the is-
suer's code of conduct and periodically re-
viewing such policies; (f) meeting with the
company’s financial staff at least twice a
vear Lo discuss internal accounting and au-
diting procedures and the extent to which
recommendations made by the Internal
staff or by the independent auditors have
been implemented; and (g) reviewing signifi-
cant press releases concerning finanocial
matters, See also, S.E.C. v. Killearn Proper-
ties, Ine. (N.D, Fla. May 2, 1977) 221 SRLR
D2 (Sept. 28, 1977, for a discussion of the

functions and responsibilities of an audit
commitiee,
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and should identify those customary
functions which such commiftee does
not perform. The Commission specifi-
cally requests that commentators ex-
press their views concerning the fune-
tions customarily performed by such
committees.

3. DISCLOSURE RELATING TO BOARD AND
COMMITTEE MEETINGS ATTENDED—PRO-
POSED ITEM 6(E)

Proposed item 6(e) would require
disciosure of the total number of
meetings of the board of directors
held since the date of the most recent
annual meeting.* In addition, the new
item would require that the issuer
identify any incumbent director who
since that date has attended fewer
than 75 percent of the meetings of the

‘board of directors or fewer than 75

percent of the combined total number
of meetings held by all committees of
the board on which he sits. In this
regard, commentators are specifically
invited to address whether more
meaningful information would be elic-
ited by a requirement to disclose the
identity of any incumbent director
who since the date of the most recent
annual meeting has attended fewer
than 75 percent of the aggregite
number of meetings of the board of di-
rectors and meetings held by all com-
mititees on which he sits.

Recognizing that, as greater de-
mands and responsibilities are placed
on directors, the time available and
the time devoted to corporate affairs
by incumbent directors assume greater
significance, the Commission had
asked for comments and testimony
concerning the desirability of requir-
ing disclosure of the time devoted in
the previous year by incumbent direc-
tors to the issuer’'s affairs, However,
the Commission agrees with the many
commentators who suggested that
such & requirement would be impracti-
cal because a numerical total would be
difficult to calculate and also could re-
quire substantial additional
recordkeeping. Moreover, a bare state-
ment of the amount of time spent on
corporate affairs would not convey the
substance of a director's contribution
to the company.

Many commentators suggested, as
an alternative to requiring disclosure
of the total time a director has devot-
ed to the affairs of a company, that
disclosure of the number of board and
committee meetings held and a direc-
tor's attendance record be required in-
stead. While the Commission believes
that, as a general matter, disclosure of
attendance records would be of limited
usefulness, it has tentatively conclud-
ed that disclosure of a director’s fail-

= Disclosure of the number of meetings
held by the issuer's standing audit, nomina-
ticn, and compensation committees would
be required under proposed item 8(d).
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ure to achieve a certain minimum level
of attendance could provide informa-
tion which would facilitate sharehold-
er assessment of his performance as
well as the effectiveness of an issuer’s
board and committee system general-
ly. In the Commission’s view, the ap-
proach reflected in proposed item 6(e)
would elicit such information in the
briefest and least burdensome manner.

4. RESIGNATIONS OF REGISTRANT'S DIREC-
TORS—ITEM 5 OF FORM 8-K; ITEM &(F)
OF SCHEDULE 14A

Proposed item 5 of form 8-K and
proposed item 6(f) of schedule 14A
would require that in the event a di-
rector resigns or declines to stand for
reelection because of a disagreement
concerning the issuer's operations,
policies, or practices, the issuer must
report the disagreement on form 8-K
and also describe it in its next proxy
statement. A letter from the director
stating whether or not he agrees with
the description would be filed as an
exhibit to the form 8-K. Similarly,
prior to filing the preliminary proxy
materials with the Commission, the
issuer would be required to furnish the
director its proposed statement on the
matter. If the director disagrees with
the issuer’'s characterization of the dis-
agreement, he would be permitied to
include in the proxy statement a brief
statement presenting his views, pro-
vided he submits his statement to the
issuer within 10 business days after re-
celving the issuer's description of the
matter,

The Commission believes that disclo-
sure of director resignations or decli-
nations to stand for reelection is con-
sistent with the increasing emphasis
on the monitoring function of corpo-
rate boards and would provide useful
information to investors in assessing
the quality of management. It is alse
expected that the proposals could en-
hance the effectiveness of directors by
assuring them a forum in which to ex-
press differences of opinion on mat-
ters that are sufficiently serious to
result in termination of the director’s
association with the Issuer, However,
disclosure of the reasons underlying a
resignation or failure to stand for
reelection in the Commission’s view
would be unnecessary if such action is
based on persenal reasons. According-
1y, the scope of the proposed items is
limited to resignations and declina-
tions to stand for reelection which are
based on disagreements as to the issu-
er's operations, policies or practices. In
addition, the Commission believes it is
essential that management also have
an opportunity to express its views on
the matter. Proposed item 6(f) of
schedule 14A and proposed new item 5
of form 8-k, therefore, would afford
both parties an opportunity to have
input in the content of the disclosure,
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B. Institutional Voting—Proposed
Rule 14a-3(b)(119.

It has been estimated that major in-
stitutions held at the end of 1977 more
than 33 percent of the total stock out-
standing in the United States.* Be-
cause of the growth of equity security
holdings of institutional investors,
they are often in a position to influ-
ence corporate management through
various means, including proxy voting.
The role of institutions in the corpo-
rate electoral process is, therefore, an
important issue in any study of corpo-
rate governance.

In recognition of the potential
impact of institutional voting on cor-
porate elections and corporate gover-
nance, generally, in connection with
its proxy rule reexamination, the
Commission requested comments and
testimony regarding the institutional
voting process. Information was
sought concerning the procedures em-
ployed by institutions in voting prox-
jes, the feasibility of obtaining voting
instructions or suggestions from bene-
ficial owners whose shares are held by
institutions through pass-through
voting or a polling requirement, and
the desirability of requiring institu-
tions to disclose their voting practices
in annual or other reports.

The response of commentators to
these questions indicated that prevail-
ing institutional voting procedures
vary greatly. On the one hand, some
institutions question the extent of
their obligation, as fiduciaries, to vote,
particularly on shareholder proposals
which may not clearly relate to a port-
folio company’s short term economic
interest or performance. In many in-
stances, institutions vote reflexively
for management in accordance with
the so-called “Wall Street Rule.”* On
the other hand, a number of institu-
tional investors have begun to ques-
tion the Wall Street Rule and have
adopted formal procedures in order to
assure that proposals, including share-
holder proposals, are carefully consid-
ered.

Despite the concerns expressed by
some commentators about the concen-
trations of voting power which institu-
tions possess, both with respect to se-
curities held for their own accounts
and securities held for the account of
others, substantially all of the com-
mentators who addressed the issue of
the desirability of obtaining the views
of persons having an economic interest
in the securities being voted, by means

2337 SEC Statistical Builetin 6 (June
1978).

1 As defined by many commentators in
this proceeding, the “Wall Street Rule”
refers to a practice followed by some inves-
tors of voting the shares they hold in sup-
port of management’s recommendation
unless they are sufficiently dissatisfied with
management’s performance to dispose of
their investment.,
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of a polling or pass-through voting re-
quirement, were opposed to such a re-
quirement. These persons suggested
that such an undertaking, which
would entail enormous costs and diffi-
culties, would not be justifiable in view
of the fact that those persons with an
economic interest in the securities
being voted often would have no direct
interest in matters affecting a portfo-
lio company and no desire to vote on
them. In lieu of a pass-through voting
or polling requirement, a number of
commentators suggested that it would
be appropriate to require institutions
to report on their voting procedures,
as well as their actual votes on certain
issues, particularly shareholder pro-
posals, contested issues and matters
affecting the rights or privileges of the
holder of the securities to be voted.
The Commission believes that the
voting practices and procedures of in-
stitutions and the impact of institu-
tional voting on the corporate elector-
al process are important matters and
has authorized its staff to study these
issues further in connection with the
preparation of its comprehensive
report on shareholder communica-
tions, shareholder participation in the
corporate electoral process and corpo-
rate governance generally. As a pre-
liminary step toward providing share-
holders with better information con-
cerning the exercise of voting power
by institutions which are subject to
the Commission’s proxy rules and fa-
cilitating consideration of the impact
of institutional voting on corporaie
governance, the Commission has de-
termined to publish for comment pro-
posed rule 14a-3(b)(11). In this regard,
the Commission recognizes that many
large institutions, such as banks, insur-
ance companies and pension funds, are
not subject to the Commission’s proxy
rules and therefore would not be af-
fected by the proposed rule. The Com-
mission is also aware that, with re-
spect to some institutions which would
be subject to the rule, the class of per-
sons receiving the information pro-
vided in annual reports in response to
proposed rule 14a-3(b)(11) would not
necessarily be the class most impacted
by the institutions’ voting policies and
procedures. Commentators are specifi-
cally invited to address these issues.
Proposed rule 14a-3(b)(11) would
apply to (a) investment companies reg-
istered under the Investment Compa-
ny Act of 1940; (b) parent holding
companies of banks, as defined in sec-
tion 3(a)(6) of the Securities Exchange
Act; (¢) parent holding companies of
insurance companies as defined in sec-
tion 2(a)(17) of the Investment Com-
pany Act of 1940; (d) parent holding
companies of brokers or dealers regis-
tered under section 15 of the Securi-
ties Exchange Act; (e) brokers or deal-
ers registered under section 15 of the

Securities Exchange Act; and (f) in-
vestment advisers registered under
section 203 of the Investment Advisers
Act of 1940. It would require such per-
sons to describe briefly in their annual
reports to security holders their poli-
cies and procedures with respect to
the voting of equity securities held by
them or their subsidiaries for their
own account or the account of others
where such persons or their subsidiar-
ies have the power to vote or direct
the voting of such securities.

Instruction 1 is intended to clarify
that no information need be given in
response to the rule with respect to
the voting of equity securities which
are not of a class registered pursuant
to section 12 of the act. In the view of
the Commission, information regard-
ing the voting of securities of family
corporations and other small compa-
nies, as to which no active trading
market exists, is of little interest to in-
vestors.

Instruction 2 would require affected
institutions to indicate whether, with
respect to the voting of equity securi-
ties held for the account of others,
persons having a beneficial or other
interest in the securities are consulted
concerning how they are voted. If con-
sultation procedures exist, they would
be required to be described. The Com-
mission believes that such information
would be of use to investors in assess-
ing the voting policies and procedures
of affected institutions.

Instruction 3 would require a de-
seription of any formal procedures for
considering “contested matters” or
matters that may affect substantially
the rights or privileges of the holders
of the securities to be voted, such as
mergers, acquisitions, disposals of 2
significant amount of assets and adop-
tion of compensation plans requiring
the approval of shareholders. Any ex-
isting policy with respect to how secu-
rities are voted on such matters also
would be required to be described.
Thus, an institution which, as a
matter of policy, generally votes in
favor of management on contested
matters or in the alternative sells its
securities would be required to so
state. The Commission is of the opin-
fon that this information is essential
to an informed assessment of the qual-
ity of the procedures utilized by insti-
tutions in the voting of equity securi-
ties held for their own accounts and
the accounts of others, and also is in-
dicative of the degree to which the
governance of portfolio companies
may be affected by institutional
voting. Instruction 3 also would re-
quire institutions to disclose, in the ag-
gregate, the number of times contest-
ed matters and matters substantially
affecting the rights of shareholders
were presented and the number of
times the securities were voted for and
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against the recommendations made by
managements of the companies whose
equity securities were voted. Addition-
ally, institutions would be required to
state the number of times they ab-
stained from voting on such matters.
In this regard, the Commission specifi-
cally reguests comments as to whether
such a requirement would impose any
additional costs or recordkeeping bur-
dens on affected institutions,

Instruction 4 would define the term
“contested matter” to be any matter
which is the subject of a counter-so-
licitation or which is part of a share-
holder proposal opposed by manage-
ment.

C. SHAREHOLDER-PROPONENT CONSIDERA-
TION OF MANAGEMENT'S STATEMENT IN
OPPOSITION TO A SHAREHOLDER PRO-
POSAL—PROPOSAL RULE 14a-8(e)™

Proposed rule 14a-8(e) would require
that the issuer forward to a sharehold-
er-proponent, not later than 10 busi-
ness days before its preliminary proxy
materials are filed with the Commis-
sion, a copy of any statement in oppo-
sition to the proponent’s resolution
that management intends to include in
the corporate proxy statement. During
the hearings, a mumber of witnesses
opined that under the present system,
which does not afford a proponent an
opportunity to review management’s
statement in opposition until he re-
ceives the proxy materials in the mail,
a proponent does not have a practical
means of curing any misstatements
which are made in the discussion of
his proposal, Proposed rule 14a-8(e) is

intended to provide a shareholder-pro- -

ponént an opportunity to bring poten-
tially false or misleading statements
contained in opposing statements to
the attention of management or the
Commission before the proxy materi-
als are mailed to shareholders. Cur-
rently, management has an opportuni-
ty to review a shareholder proposal
and supporting statement, and also
may, pursuant to rule 14a-8(d), 17
CFR 240.14a-8(d), omit from the
proxy materials any statements that
are false or misleading in violation of
rule 14a2-9, 17 CFR 240.142-9.%* Pro-
posed rule 14a-8(e) would, by provid-
ing shareholder-proponents with a
similar oppertunity to object to false
or misleading material in manage-
ment's opposing statement before the
proxy statement is mailed to share-
holders, help to assure that sharehold-
ers vote on proposals without being
misled by one party or the other.

The Commission recognizes that a
shareholder-proponent may be in the

*It should be noted that, as indicated
above, the Commission will consider the
staff's additional recommendations relating
o rule 14a-8 following consideration of the
proposals contained herein.

*See rule 14a-8(cX3), 17 CFR 240.14a-
8(ex3). »
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best position to examine the opposing
statement because he ordinarily would
have sufficient knowledge of the facts
and circumstances surronding the sub-
ject matter of the proposal to detect
possible misstatements or omissions.
Additionally, in view of the large num-
bers of proxy statements filed with
the Commission each year, the Com-
mission’s role In detecting inaccuracies
in the opposing statement must neces-
sarily be somewhat limited.

Procedurally, it is contemplated that
if a shareholder-proponent chooses to
contact the Commission with his ob-
jections, the staff would then consider
his comments in connection with its
review of the issuer's proxy materials.
In this regard, it is important to note
that proposed rule 14a-8(e) is intended
to elicit a proponent’s views only to
the extent that these views relate to
misstatements or omissions of a factu-
al nature; the rule is not intended to
provide a forum for further debate on
the issue which is the subject of the
proponent’s resolution.

The Commission recognizes that
Proxy season can impose severe timing
exigencies on issuers. However, it does
not believe that proposed rule 14a-8(e)
would cause issuers any additional
timing problems. Issuers generally will
know no later than 20 days before
filing their preliminary proxy materi-
als whether a shareholder will be in-
cluded ¥ and therefore would have at
least 10 days to draft and mail to a
shareholder-proponent any statement
in opposition which it intends.to in-
clude in the proxy materials. Any ap-
propriate revisions which result from
a proponent's views on the statement
could be made by the issuer in con-
junction with other revisions made
during the normal period of comment.

D. DISCLOSURE OF TERMS OF SETTLEMENT
OF ELECTION CONTESTS—ITEM 3(b)(5)
OF SCHEDULE 14A; ITEM 7(d) OF FORM
10Q

In ifs releases, the Commission
asked for comments concerning what
additional disclosures, if any, should
be required with respect to the financ-
ing of proxy solicitations or election
contests, including settlements of elec-
tion contests. Commentators did not
address the question of the necessity
for additional disclosure relating

"The Commission’s records indicate that
of all the shareholder proposals received by
issuers, approximately 50 percent are in-
cluded in the proxy materials without utili-
zation of the staff’s no-action procedures.
Where Includability is contested, {n order to
take advantage of the staff’s no-action pro-
cedures, an Issuer must file its objections
with the Commission at least 50 days prior
to filing its preliminary proxy materials
(rule 14a-8(d)). As a general rule, the staff’s
no-action position is communicated to the
Issuer and proponent within 30 days of re-
ceipt of the issuer’s objections.
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strictly to the financing of proxy con-
tests, and only a few commentators di-
rectly discussed the question of disclo-
sure concerning election contest settle-
ment terms. However, based on its ex-
perience in administering the proxy
rules, the Commission is concerned
that some contest settlement arrange-
ments may reflect management inter-
ests only and may not, in fact, be in
the best interests of shareholders. The
Commission therefore believes that a
desecription of the terms of election
contest setilements, as contemplated
by proposed item 3(b)X5), ecould pro-
vide shareholders with important in-
formation which would be useful in
making their voting decisions.

In this regard, it should be noted
that the Commission does not intend
that issuers be required to file an
amended proxy statement solely to
disclose the terms of the settlement, if
such amended proxy statement is not
otherwise necessary, for example, be-
cause management’s nominees have
changed. In such cases, the settlement
should be disclosed in the issuer's
proxy statement for the next annual
meeting of shareholders unless it has
previously been disclosed in docu-
ments which have been filed with the
Commission and disseminated to
shareholders. Additionally, the terms
of settlement would be required to be
disclosed in the subsequent quarterly
report on form 10-Q pursuant to para-
graph (d) of item 7 of form 10-Q. If
the settlement has already been dis-
closed in a filing with the Commission,
proposed instruction 5 indicates that
paragraph (d) of item 7 may be an-
swered by reference to the informa-
tion contained in such other filings.

III. TEXT OF PROPOSED AMENDMENTS

I. §240.14a-3 is proposed to be
amended to read as follows:

§ 240.14a~-3 Information to be furnished to
security holders.

(b) L

(11) The annual report to security
holders of any of the following per-
sons shall briefly describe any policies
and procedures with respect to the
voting of equity securities held by
such person or any of its subsidiaries
for its own account or the account of
others, where such person or any of its
subsidiaries has the power to vote, or
direct the voting of such securities.

(1) An investment company regis-
tered under the Investment Company
Act of 1940;

(ii) A parent holding company of a
bank as defined in section 3(a)6) of
the act;

(1ii) A parent holding company of an
insurance company as defined in seec-
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tion 2(a)(17) of the Investment Com-
pany Act of 1940;

(iv) A parent holding company of a
broker or dealer registered under sec-
tion 15 of the act;

(v) A broker or dealer registered
under section 15 of the act; and

(vi) An investment adviser registered
under section 203 of the Investment
Advisers Act of 1940.

Instructions. 1. No information need be
given in response to this paragraph with re-
spect to the voting of equity securities
which are not of a class registered pursuant
to section 12 of the act.

2. With respect to the voting of equity se-
curities held for the account of others, indi-
cate whether persons having a beneficial or
other interest in the securities are consulted
concerning how they are voted. If so, de-
scribe the method of consultation.

3. Describe any formal procedures for con-
sideration of contested matters or matters
that may affect substantially the rights or
privileges of the holders of the securities to
be voted. Describe any policies with respect
to how securities are voted on such matters.
If any such matters were presented during
the past year, indicate in the aggregate the
number of times such matters were present-
ed and the number of times the securities
were voted for and against the recommenda-
tions made by managements of the entities
whose securities were voted. Also indicate
the number of times the securities were
voted to abstain on such matters.

4. For purposes of this rule 14a-3(bX11),
the term “contested matter” refers to a
matter which is the subject of a counter-so-
licitation or is part of a proposal made by a
shareholder which is being opposed by man-
agement.

(12) Paragraphs (b)4) through (b)X10) of
this section shall not apply to an investment
company registered under the Investment
Company Act of 1940. Subject to the re-
guirements of paragraphs (b)1) through
(b)(3) of this section, the annual report to
security holders of such investment compa-
ny may be in any form deemed suitable by
management.

(13) This paragraph (b) of this section
shall not apply, however, to solicitations
made on behalf of the management before
the financial statements are available if so-
licitation is being made at the time in oppo-
sition to the management and if the man-
agement's proxy statement includes an un-
dertaking in bold face type to furnish such
annual report to all persons being solicited,
at.least 20 days before the date of the meet-
ing.

11. Section 240.14a-8 is proposed to
be amended to read as follows:

_ §240.14a-8 Proposals of security holders.

. - k3 - *

(e) If the management intends to in-
clude in the proxy statement a state-
ment in opposition to a proposal re-
ceived from a proponent, it shall, not
later than 10-business days prior to
the date the preliminary copies of the
proxy statement and form of proxy

PROPOSED RULES

are filed pursuant to rule 14a-6(a), for-
ward to the proponent a copy of the
statement in opposition to the propos-
al.

1I1. Section 240.14a-101 is proposed
to be amended to read as follows:

§ 240.14a-101 Schedule 14A. Information
required in proxy statement,

- - - - *

Item 3. Persons Making the Solicitation.

- L - - .

(b) L

(6) If any such solicitation is terminated
pursuant to a settlement between the issuer
and any other participant in such solicita-
tion, describe the terms of such settlement,
including the cost or anticipated cost there-
of to the issuer.

Instructions. 1. With respect to solicita-
tions subject to §240.14a-11 (rule X-14A-
11), costs and expenditures within the
meaning of this item 3 shall include fees for
attorneys, accountants, public relations or
financial advisers, solicitors, advertising,
printing, transportation, litigation and
other costs incidental to the solicitation,
except that the issuer may exclude the
amounts of such costs represented by the
amount normally expended for a solicita-
tion for an election of directors in the ab-
sence of a contest, and costs represented by
salaries and wages of regular employees and
officers, provided a statement to that effect
is included in the proxy statement.

2. The information required pursuant to
paragraph (5) of item 3(b) shouid be includ-
ed in any amended or revised proxy state-
ment or other soliciting materials relating
to the same meeting or subject matter fur-
nished to security holders by the issuer sub-
sequent to the date of settlement.

o - - - -

Item 6. Nominees and directors. (a) * * *

(6)1) Applicable to issuers other than an
investment company registered under the
Investment Company Act of 1940.

State whether he is or would be an inde-
pendent director, an affiliated
nonmanagement director, or a management
director. If he is or would be an affiliated
nonmanagement director, briefly describe
the relationship by reason of which he is so
deemed.

Instruction. For purposes of this item
6(a)8) the terms “management director,”
“affiliated nonmanagement director,” and
“independent director” are defined as fol-
lows:

(1) The term “management director”
refers to any person who is an officer or em-
ployee of the issuer or any of its parents,
subsidiaries, or other affiliates.

(2) The term “affiliated nonmanagement
director” refers to any person who:

(i) Has in the last 5 years been an officer
or employee of the issuer or any of its par-
ents, subsidiaries, or other affiliates;

(ii) Is related to an officer of the issuer, or
any of its parents, subsidiaries, or other af-
filiates by blood, marriage, or adoption
(except relationships more remote than
first cousin);

(iii) Is, or has within the last 2 years been,
an officer, director, or employee of, or owns,

or has within the last 2 years owned, direct-
1y or indirectly, in excess of 1 percent of the
equity of, any firm, corporation, or other
business or professional entity:

(A) Which has made payments to the
issuer for property or services during the is-
suer's last fiscal year in excess of 1 percent
of the issuer's gross revenues for its last
fiscal year or $1,000,000, whichever is less;

(B) Which proposes to make payments to
the issuer for property or services during
the next fiscal year in excess of 1 percent of
the issuer’s gross revenues for its last fiscal
year or $1,000,000, whichever is less;

(C) To which the issuer was indebted at
any time during the issuer’s last fiscal year
in an aggregate amount in excess of 1
percent of the issuer's total assets at the
end of such fiscal year or $1,000,000, which-
ever is less;

(D) To which the issuer has made pay-
ments for property or services during such
entity’s last fiscal year in excess of 1 percent
of such entity’s gross revenues for its last
fiscal year or $1,000,000, whichever is less;

(E) To which the issuer proposes to make
payments for property or services during
such entity’s next fiscal year in excess of 1
percent of such entity’s gross revenues for
its last fisca] year or $1,000,000, whichever is
less;

(F) In order to determine whether pay-
ments made or proposed to be made exceed
1 percent of the gross revenues of any
entity other than the issuer for such enti-
ty’s last fiscal year, the issuer may rely on
information provided by the nominee or di-
rector;

(iv) Is a person (as owner of an equity in-
terest in any entity or otherwise):

(A) To whom the issuer has made pay-
ments, directly or indirectly, during the is-
suer’s last fiscal year, for property or ser-
vices, in excess of $25,000 (other than fees
as a director or retirement allowances); or

(B) To whom the issuer proposes to make
payments, directly or indirectly, during the
issuer's next fiscal year for property or ser-
vices, in excess of $25,000 (other than fees
as a director or retirement allowances);

(v) Is a person having a direct or indirect
material interest, within the meaning of
item 7(f), in any transaction required to be
described in response to item 7(f);

(vi) Is a member or employee of, or is asso-
ciated with, a law firm which the issuer has
retained in the last 2 years or proposes Lo
retain in the next year;

(vii) Is a director, partner, officer, or em-
ployee of any investment banking firm
which has performed services for the issuer
in the last 2 years or which the issuer pro-
poses to have perform services in the next
year; or

(viii) Is a control person of the issuer
(other than as a director of the issuer).

(3) The term “independent director”
means any person who is not included in
paragraphs (1) and (2) above.

(4) Notwithstanding the definition of "in-
dependent director” in paragraph (3), above,
if the issuer is aware of other relationships
between the nominee and the issuer or its
affiliates which, under the circumstances,
reasonably could be viewed as interfering
with such nominee's exercise of independ-
ent judgment, reference to such nominee as
an “independent director” would be inap-
propriate.

(ii) Applicable to investment companies
registered under the Investment Company
Act of 1940.
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State whether he is or would be an “inter-
ested person” of the issuer as that term is
defined in section 2(a)(19) of the Invest-
ment Company Act of 1940, and briefly de-
scribe the relationship by reason of which
such person is deemed an “interested
person.”

- L] L . -

(d) State whether or not the issuer has
standing audit, nominating, and compensa-
tion committees of the Board of Directors.
If the issuer has such committees, identify
each committee member and indicate
whether he is a "management director,” af-
filiated nonmanagement director,” or "inde-
pendent director,” as defined in the instrue-
tions to item 6(a)(6), and state the number
of committee meetings held by each such
committee since the date of the most recent
annual meeting of shareholders,

If the issuer has a nominating committee,
state whether the nominating committee
will consider nominees recommended by
shareholders and, if so, describe the proce-
dures to be followed by shareholders in sub-
mitting such recommendations.

Nore.—In the Commission's view, the
statement that an issurer has an audit,
nominating, or compensation committee
connotes that it has committees which per-
form the functions customarily performed
by such committees. If the issuer has an
audit, nominating, or compensation commit-
tee which does not perform the functions
customarily performed by such committees;
it should so state and describe which cus-
tomary functions such committee does not
perform.

Audit, nominating, and compensation
committees customarily perform certain
functions, including the following:

(1) With respect to audit committees, en-
gagement or discharge (or recommendation
to the full board of the engagement or dis-
charge) of the independent auditors, direc-
tion and supervision of investigations into
matters within the scope of its duties,
review with the independent auditors of the
plan and results of the auditing engage-
ment, review of the scope and results of the
issuer’s internal auditing procedures, ap-
proval of each professional service provided
by the independent auditors prior to the
performance of such services, review of the
independence of the independent auditors,
consideration of the range of audit and
nonaudit fees, and review of the adequacy
of the issuer’s system of internal accounting
controls;

(2) With respect to nominating commit-
tees, selection (or recommendation to the
full board) of nominees for election as direc-
tors and consideration of the performance
of incumbent directors in determining
whether to nominate them to stand for
reelection;

(3) With respect to compensation commit-
tees, approval (or recommendation to the
full board) of the remuneration arrange-
ments for senior management and directors,
adoption of compensation plans in which of-
ficers and directors are eligible to partici-
pate and granting options or other benefits
under any such plans,

(e) State the total number of meetings of
the board of directors (including regularly
scheduled and special meetings) which have
been held since the date of the most recent
annual meeting of shareholders.
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(1) Name each incumbent director who
since the date of the most recent annual
meeting of shareholder has attended fewer
than 75 percent of the toal number of meet-
ings of the board of directors held during
the period for which he has been a director.

(2) Name each incumbent director who
since the date of the most recent annual
meeting of shareholders has attended fewer
the 75 percent of the total number of meet-
ings held by all committees of the board of
directors of which he has been a member
during the periods for which he has been a
member,

(f) If a director has resigned or declined to
stand for reelection to the board since the
date of the most recent annual meeting of
shareholders, and if, in connection with
such resignation or declination to stand for
reelection, a disagreement has been report-
ed or is required to be reported op form 8-
K, at least 20 business days prior to the date
the preliminary copies of the proxy state-
ment and form of proxy are filed pursuant
to rule 14a-6(a) the issuer shail furnish the
description of theé disagreement to the direc-
tor with whom a disagreement has been or
is required to be reported. If the director be-
lieves that the description of the disagree-
ment is incorrect or incomplete, he may in-
clude in the proxy statement a brief state-
ment, ordinarily not expected to exceed 200
words, relating to the description of the dis-
agreement and presenting his view of the
disagreement. In order to have such state-
ment included in the proxy statement, it
shall be submitted to the issuer within 10
days of the date the director receives the is-
suer’s description.

IV. §249.308 is proposed to be
amended to read as follows:

§249.308 Form 8-K, for current reports.

GENERAL INSTRUCTIONS

A. - "

B. Events to be reported and filing of re-
ports. A report on this form is required to
be filed upon the occurrence of any one or
more of the events specified in the items of
this form. Reports are to be filed within 15
days after the occurrence of the earliest
event required to be reported. However, re-
ports which disclose events pursuant to item
6 may be filed within 10 days after the close
of the month during which the event oc-
curred. If the letter from the independent
accountants to be furnished pursuant to
item 4(d) is unavailable at the time of filing,
it shall be filed within 30 days thereafter, If
the letter from the director to be furnished
pursuant to item 5 is unavailable at the time
of filing, it shall be filed as soon as reason-
ably possible after it has been received by
the registrant. Moreover, if substantially
the same information as that required by
this form has been previously reported by
the registrant, an additional report of the
information on this form need not be made.
The term “previously reported” is defined
in rule 12b-2.

Item 5. Resignations of registrant’s direc-
tors. If a director has resigned or declined to
stand for reelection to the board since the
date of the most recent annual meeting of
shareholders because of a disagreement
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with the registrant on any matter relating
to the registrant's operations, policies, or
practices, the registrant shall state the date
of such resignation or declination to stand
for reelection and describe the disagree-
ment.

The registrant shall request the director
to furnish the registrant with a letter ad-
dressed to the Commission stating whether
he agrees with the statements made by the
registrant in response to this item and any
respects in which he does not agree. The
registrant shall file a copy of the director’s
letter as an exhibit with all copies of the
form 8-K required to be filed pursuant to
general instruction E.

Item 6. Other materially important events.
{No change from present item 5.]

Item 7, Financial statements and exhibits.
[No change from present items 6 except to
add paragraph (b)(3) as follows:]

3. Letters from directors furnished pursu-
ant to item 5.

V. §249.308a is proposed to be
amended to read as follows:

§ 249.308a Form 10-Q, for quarterly re-
“ports under section 13 or 15(d) of the
Securities Exchange Act of 1934,

- * - B -

Item 7. Submission of matters to a vote of
security holdes+

* * . - .

(d) Describe the terms of any settlement
between the registrant and any otHer par-
ticipant (as defined in rule 14a-11 of regula-
tion 14A under the act) terminating any so-
licitation subject to rule l4a-11, including
the cost or anticipated cost to the regis-
trant.

Instructions. 5. If the registrant has fur-
nished to its security holders proxy solicit-
ing material containing the information
called for by paragraph (d), the paragraph
may be answered by reference to the infor-
mation contained in such material.

5. [No change from current instruction 5.1

L4 * . - -

Item 9. Exhibits and reports on form 8-'K.
(a) L

4, Copies of any published report fur-
nished in reponse to item 7, (See item 7, in-
struction 6.)

(Secs. 12, 13, 14, 15(d), 23(a), 48 Stat. 892,
894, 895, 901, secs. 1, 3, 8, 49 Stat. 1375, 1377,
1379; sec. 203(a), 49 Stat. 704; sec. 202, 68
Stat. 686; secs. 3, 4, 5, 6, 78 Stat, 565-568,
569, 570-574; secs. 1, 2, 3, 82 Stat, 454, 455;
secs. 28(c), 1, 2, 3-5, 84 Stat. 1435, 1497, secs.
10, 18, 89 Stat. 119, 155; sec. 308(b), 80 Stat.
57 sec. 204, 91 Stat. 1500; 15 U.S.C, 781,
78m, 78n, 780(d), 7T8w(a).)

IV. OPERATION OF PROPOSALS

The Commission is mindful of the
cost to registrants and others of its
proposals and recognizes its responsi-
bilities to weigh with care the costs
and benefits which result from its
rules. Accordingly, the Commission
specifically invites comments on the
costs to registrants and others of the
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adoption of the proposals published
herein.

Pusuant to section 23(a)(2) of the
Securities Exchange Act, the Commis-
sion has considered the impact that
these proposals would have on compe-
tition and is not aware, at this time, of
any burden that such rules, if adopted,
would impose on competition not nec-
essary or appropriate in furtherance
of the purposes of the act. However,
the Commission specifically invites
comments as to the competitive
impact of these proposals, if adopted.

The Commission hereby proposes
for comment amendments to forms 8-
K (17 CFR 249.308) and 10-Q (17 CFR
249.308a), schedule 14A (17 CFR
240.14a-1 et seq.) and regulation 14A
(17 CFR 250.14a-101) pursuant to sec-
tions 12, 13, 14, 15(d), and 23(a) of the
Securities Exchange Act.

The Commission will endeavor to
review the comments on these propos-
als and take such actions as may
appear necessary to have the amended
disclosure requirements adopted in
time for compliance by issuers in the
1979 proxy season. Accordingly, the
Commission would not wish to extend
the comment period beyond the date
originally fixed.

All interested persons are invited to
submit their views and comments on
the foregoing proposals in triplicate to
George A. Fitzsimmons, Secretary, Se-
curities and Exchange Commission,
Washington, D.C. 20549, on or before
September 18, 1978, Such communica-
tions should refer to file S7-747 and
will be available for public inspection.

By the Commission.

GEORGE A. FITZSIMMONS,
Secretary.
JuLy 18, 1978.
[FR Doc. 78-20427 Filed 7-21-78; 8:45 am]

[4210-01]
DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT
Federal Insurance Administration
[24 CFR Part 1917]
[Dacket No. F1-2633]
NATIONAL FLOOD INSURANCE PROGRAM

Final Flood Elevation Determinations for the
Borough of Glorham Park, Morris County,
N.J.; Correction

AGENCY: Federal Insurance Adminis-
tration, HUD.

ACTION: Correction of proposed rule.

SUMMARY: The Federal Insurance
Administration has erroneously pub-
lished at 42 FR 22355 on May 25, 1978,
the flood elevation determination for
the Borough of Florham Park, Morris
County, N.J. This notice will serve as a
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cancellation of that publication. A new
notice of final flood elevation determi-
nation will be published in the near
future.

FOR FURTHER INFORMATION
CONTACT:

Mr. Richard Krimm, Assistant Ad-
ministrator, Office of Flood Insur-
ance, 202-755-5581 or toll-free line
800-424-8872, room 5270, 451 Sev-
enth Street, SW., Washington, D.C.
20410.

(National Flood Insurance Act of 1968 (Title
XIII of Housing and Urban Development
Act of 1968), effective January 28, 1969 (33
FR 17804, November 28, 1968), as amended
(42 U.S.C. 4001-4128); and Secretary’s dele-
gation of authority to Federal Insurance
Administrator 43 FR 7719).

Issued: June 22, 1978.

GLORIA M, JIMENEZ,
Federal Insurance
Administrator.

[FR Doc. 78-20076 Filed 7-21-78; 8:45 am]

[4310-05]
DEPARTMENT OF THE INTERIOR

Office of Surface Mining Reclamation and
Enforcement

[30 CFR Chapter Vii]

SURFACE COAL MINING AND RECLAMATION
OPERATIONS

Permanent Regulatory Program

AGENCY: Office of Surface Mining
Reclamation and Enforcement (OSM),
U.S. Department of the Interior.

ACTION: Release of draft regulations
relating to the permanent regulatory
program under the Surface Mining
Control and Reclamation Act of 1977
(SMCRA).

SUMMARY: OSM has previously pub-
lished two notices in the FEDERAL REG-
ISTER concerning public participation
in the preparation of rules for the per-
manent regulatory program and the
availability of preproposed rulemaking
draft rules for this program. (43 FR
25881, June 15, 1978; 43 FR 29012-
29013, July 5, 1978.) This public notice
announces the availability of
preproposed draft rules which, when
promulgated as final rules, will be in-
cluded in Chapter VII of Title 30,
Code of Federal Regulations.

DATES: Drafts of these regulations
are being made available to the public
beginning on Friday, July 21, 1978, in
OSM'’s Headquarters in Washington,
D.C. and its five regional offices. As
announced in the two earlier FEDERAL
RecISTER notices on this subject,
public meetings on these draft rules
will be held in Washington, D.C. on
August 3 and 4, 1978, in Knoxville,
Tenn. on August 7, 1978, in Charles-

ton, W. Va. on August 8, 1978, in
Indianapolis, Ind. on August 9, 1978, in
Kansas City, Mo. on August 10, 1978,
and in Denver, Colo. on August 11,
1978. The locations of the hearings
were announced in the two previously
published notices (43 FR 25881, June
15, 1978; 43 FR 29012, July 5, 1978).
Written comments on the draft rules
will be accepted for consideration for
purposes of the proposed rules if re-
ceived by OSM on or before August 18,
1978.

ADDRESSES: Drafts of these regula-
tions are available at the following
Surface Mining offices:

OSM Headquarters, Department of the
Interior, Room 6229, 18th and C Streets
NW., Washington, D.C. 20240.

OSM, Region I, First Floor, Thomas Hill
Building, 950 Kanawha Boulevard East,
Charleston, W, Va, 25301.

OSM, Region II, Northshore Building 2,
Sixth Floor, 1111 North Shore Drive,
Knoxvilie, Tenn. 37902.

OSM, Region III, Federal Building and
Courthouse, Ohio and Pennsylvania
Streets, Indianapolis, Ind. 46205.

OSM, Region IV, 601 East 12th Street,
Room 1768, Kansas City, Mo. 64116.

OSM, Region V, Old Post Office Down-
town, 1823 Stout Street, Denver, Colo.
80202.

Send written comments on these draft
rules to:

Department of the Interior, Room 6229,
18th and C Streets, NW., Washington,
D.C. 20240.

These comments and a list of public
meetings with OSM staff will be avail-
able for viewing at the Washington,
D.C. office from 9 a.m. to 12 noon and
1 pm. to 4 p.m. Monday through
Friday, excluding holidays.

FOR FURTHER INFORMATION
CONTACT:

Patricia Foulk, Office of Surface
Mining, U.S. Department of the In-
terior, Washington, D.C. 20240, 202-
343-4719.

SUPPLEMENTARY INFORMATION:
As noted in the June 15, 1978 FEDERAL
REGISTER notice, OSM is making avail-
able drafts of the permanent program
regulations prior . to proposed
rulemaking in order to fulfill the spirit
of the SMCRA and Executive Order
12044, both of which call for early and
meaningful public participation in the
development of agency regulations.
The draft regulations being made
available at this time are not intended
to reflect the final position of OSM or
the Department on the content of
these regulations. The content of
these regulations is based in part upon
the Office's review to date of available
technical literature and other source
material, including the legislative his-
tory of the act. Review of this materi-
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